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EXECUTIVE OFFICE OF THE PRESIDENT 

COUNCIL ON WAGE AND PRICE STABILITY 

1U JACKSON PLACE. H.W. 
WASHINGTON. O.C. 20S06 


The President 
The White House 

Dear Mr, President: 

Enclosed is the fourth quarterly report on the activities of the 
Council on Wage and Price Stability, as required by Section 5 of the 
Council on Wage and Price Stability Act. This report describes the 
Council’s activities during May through August, and its work plan for 
the next several months. 

As you know, the rate of inflation, as measured by the Consumer 
Price Index (CPI), increased during the second quarter to an annual rate 
of 7,1 percent, following the better-than-expected 6.0 percent rate for 
the first quarter. In our last report to you, we expected a less than 8 
percent rise in the CPI for the year as a whole; while recent monthly 
reports have made us less certain about that projection, we believe that 
it is still attainable. 

During the second quarter, wages increased somewhat more than 
prices, continuing the increase in real hourly compensation which began 
In the first quarter. With the 1975 collective bargaining year virtually 
ended, the Council is preparing for 1976, which will be a heavy year for 
wage negotiations. The Council will be watching developments closely as 
the legitimate concern of workers about real wages is balanced delicately 
against the danger of new inflationary cost pressures in the econorqy. 

The Council on Wage and Price Stability has continued to be active 
in monitoring wages and prices in the private sector and is investiga¬ 
ting various actions by the Federal Government that could raise costs 
and prices. The Council continued its investigations Into metals, 
industrial chemicals, certain food products, and tires, and Initiated 
studies into coal, agricultural machinery, and automobiles. 

The Council has also filed coirments on various actions in the 
public sector that could have a possible inflationary impact; during 
this quarter, we commented on matters pending before the Environmental 
Protection Agency, Civil Aeronautics Board, Food and Drug Administration, 
National Highway Traffic Safety Acbninistration, Federal Energy Adminis¬ 
tration, Occupational Safety and Health Administration, Federal Aviation 
Administration, Federal Power Commission, and International Trade Com¬ 
mission. The Congress in July clarified the Council's role in public 
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sector monitoring, by expressly providing it with the authority to 
intervene and otherwise participate on its own behalf in rulemaking, 
ratemaking, licensing and other proceedings before any of the depart- 
ments and agencies of the United States in order to present its views as 
to the Inflationary impact that might result from the possible outcomes 
of such proceedings." 

As you know, the Congress extended the Council for two years. As 
k *i.®*2*^°"* Elgains strength, the Council will continue to monitor 
Doth the public and private sectors of the economy. We will, of course, 
continue to call to your attention wage and price developments that 
could be of concern. 


Respectfully 



William E. Simo 
Chairman 



L. William Seidman 
Deputy Chairman 


Michael H. Moskow 
Director 
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CHAPTER I 

HIGHLIGHTS OF COUNCIL ACTIVITIES, ORGANIZATION 
AND OPERATION 


This chapter summarizes the major recent activities of the Council 
on Wage and Price Stability, principally during the three-month period 
May 1975 to July 1975. It also provides a brief description of the 
Council’s v\^ork plan for the next few months as well as other informa¬ 
tion concerning Council operations. 

Council Authority 

Congress created the Council by enactment of the Council on Wage 
and Price Stability Act on August 20, 1974. This Act, due to expire 
on August 16, 1975, was amended and extended until September 30, 
1977 by Congress's enactment on August 9, 1975, of the Council on 
Wage and Price Stability Act Amendments of 1975 (Public Law 94-78, 
signed on August 9, 1975). The text of the Act, as amended, is set forth 
in the Appendix. 

Under the Act, it is the Council’s responsibility to monitor and 
analyze inflationary activities throughout the various sectors of the 
economy. In the private sectors, the Council monitors the inflationary 
impact of price and wage activities. This role is accomplished by con¬ 
ducting ongoing studies of certain major industries and by making more 
speciflc Investigations of price or wage increases that are announced. 
These investigations have been principally intended to determine 
whether increases are warranted by increases in costs or demand. In 
some instances, the Council has held public hearings to gather data 
or issued public reports of its findings. Where the Council has found 
a wage or price increase to be inflationary, the Council also has on 
occasion negotiated with a business to delay or to reduce its increase, 
or has issued a public statement of its findings. 

The Council also reviews the activities and programs of the various 
departments and agencies of the Federal Government to analyze their 
impact on inflation. The Council monitors these federal departments 
and agencies in two ways. First, pursuant to Executive Order 11821 
and 0MB Circular A-107, the Council reviews the "inflation impact" 
analyses that the Executive branch agencies are required to make of 
proposed rules and regulations that would have a "major" economic 
impact. Second, with respect to the independent regulatory agencies as 
well as the Executive branch agencies, the Council participates in vari¬ 
ous agency ratemakiiig, rulemaking and other proceedings by sub¬ 
mitting its views of the economic impact of proposed agency actions. 

The Council has no legislative authority to impose mandatory con¬ 
trols on prices, wages, interest, rents, profits, dividends or other pay¬ 
ments, nor has it tbe authority to prevent or delay any federal agency 
action, 
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Council Members 

appoInted^hvThl members and four adviser-members 
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Council Organization and Staffing 
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Major Council Activities 
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On May 19 in?: fr n P®«<>Jng before the CAB. 
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of candies or at the point of sale. The Council noted that savings in the 
cost of wrappers (that is, the coat of discarding unused wrappers as 
their content information became obsolete) could be passed on to con¬ 
sumers. However, the Council took issue with the potential magnitude 
of the savings claimed by the National Confectioners Association. The 
Council suggested that FDA carefully assess these potential savings 
in order to determine whether they outweigh the value of the reduc¬ 
tion of available consumer information. This matter is still pending 
before the FDA. 

On May 19, 1975 the Council also filed a pleading with the CAB, 
requesting that it suspend and investigate 6 percent and 6 percent 
domestic passenger fare increases filed respectively by Trans World 
Airlines and American Airlines. The Council argued that the informa¬ 
tion filed by these airlines with their tariffs did not support any addi¬ 
tional fare increases. On June 13, 1975, the CAB did suspend the 
proposed 6 percent and 6 percent increases, and then extended the exist¬ 
ing domestic rate schedules until January 14, 1976. The CAB also 
ordered, as the Council had requested, that there be hearings to review 
its existing load-factors and rate-of-return standards for rate decisions. 

On May 23, 1975, the Council’s Assistant Director for Government 
Operations and Research testified on behalf of the Council at hearings 
of the National Highway Traflic Safety Administration on its proposed 
Motor Vehicle Safety Standard No. 208, which would require that cars 
for mode! year 1977 and thereafter be equipped with passive restraint 
protection. The Council has studied the economic impact of this proposal 
in depth and is concerned that it would result in the installation of 
“air bags” despite a lack of field experience (especially for small cars) 
as to the likely costs and effectiveness of this equipment. 

In May, the Council released a staff report of its study of the price 
spreads between the farm value and the food retail prices of food 
products, This report identified the major reasons for variations in the 
amount of these “market spreads” and presented the Council staff’s 
conclusion that the farmers’ long-range share of the retail cost of food 
is a stable ohe. 

On June 9, 1976, the Council transmitted comments to the Na¬ 
tional Highway Traflic Safety Administration (NHTSA) regarding the 
Uniform Tire Grading Quality Standards. The Council expressed its 
satisfaction with the comprehensiveness of NHTSA's inflationary im¬ 
pact analysis. However, the Council disagreed with some of the claimed 
benefits and questioned the accuracy of the costs estimates. The Coun¬ 
cil felt that overall the costs of the standards exceeded the benefits. 

On June 16, 1976, the Council submitted comments to the Federal 
Energy Administration regarding FEA's inflationary impact analysis 
of the proposed deregulation of domestic oil production classified as 
“old crude.” The Council did not take issue with the basic program but 
identified areas to which FEA could devote more conscientious analysis. 

On June 18, 1975, the Council submitted comments to the Federal 
Energy Administration (FEA) regarding FEA's inflationary impact 
analysis of the coal conversion program under the Energy Supply 
and Environmental Coordination Act of 1974. The Council recommended 
that FEA include in this analysis the agency's estimate of the cost im¬ 
pact on consumers, and that FEA include a broader range of possible 
values for important variables in the analysis. 

On June 24, 1975, the Council staff submitted comments to the 
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of Health, Education and Welfare’s recently announced Maximum Allow¬ 
able Cost (MAC) reimbursement formula for Medicare and Medicaid 
prescriptions, the Federal Trade Commission's proposed rules on 
pharmacy advertising and two rules proposed by the Food and Drug 
Administration—one proposing procedures for establishing a bioequival¬ 
ency requirement and the other dealing with premarlceting approval 
of drugs. 

On August 6, 1975, the Council commented on FEA’s proposed 
rules affecting profit margin limitations used to determine nonproduct 
cost pass-throughs by refiners and marketers. Although the inflationary 
impact analysis appeared reasonable, the Council was concerned with 
the absence of any benefits. The Council’s I’eview concluded that the 
proposal, as analyzed by FEA, will only add to inflation. 

On August 11, 1975, the Council submitted comments to FEA on the 
latter’s proposed rules to make degree (API) price differential adjust¬ 
ments in “old” crude in California. PEA concluded that this change was 
not “major" and the Council expressed its concern about the analysis 
underlying this determination. The Council concluded that this proposed 
rule represented a form of selective decontrol and that FEA should be 
obligated to analyze the overall Impact. 

On August 14, 1975, the Council submitted comments to the Federal 
Aviation Administration concerning assessment of the potential eco¬ 
nomic impact on the U.S. carriers of allowing foreign supersonic air¬ 
planes access to U.S. airports on a regular comercinl basis. The Coun¬ 
cil position is that the overall effect of the limited operations of the 
Concorde recently proposed on the revenues of the U.S. flag carriers 
is likely to be small. Furthermore, offsetting this effect is the benefit 
of the increased competition and the greater number of travel options 
opened up to U.S. citizens traveling the North Atlantic. 

On August 19, 1975, the Council (along with FEA and DOT) 
jointly petitioned the CAR to adopt temporary procedures to permit the 
airline industry to cope with increases in fuel prlce.s resulting from 
decontrol in a manner that would minimize inflationary pressures. 

On August 27, 1975, the Council urged the CAB to suspend and 
investigate domestic pas-senger fare increases proposed by Braniff 
Airways, Continental Airlines, Frontier Airlines and Trans World 
Airlines. 

In August, the Council relea.sed a report on its study of the eco¬ 
nomic impact of the u.se of co.st-of-living escalator clauses in collective 
bargaining agreements. This report was prepared by the Council by 
H. M. Douty, an economic consultant with substantial experience in 
the collective bargaining area. 

Future Council Activities 

During the next three months, the Council staff plans to continue 
an active program of monitoring prices, wages and government activi¬ 
ties. 

In the private sector, a major effort will be the preparation of a 
background paper on the 1976 collective bargaining calendar. The 
paper will review trends in wages, living costa, productivity, and unit 
labor costs, and will analyze economic aspects of the contracts which will 
be expiring in such industries as over-the-road trucking, rubber, elec- 
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CHAPTER II 


MONITORING THE PRIVATE SECTOR 

The responsibilities of the Council on Wage and Price Stability in¬ 
clude the preparation of industry studies which review and analyze 
industrial capacity, profits, prices, demand, supply and the effect of 
economic concentration and anticompetitive practices in various sectors 
of the economy. They also include efforts to encourage price restraint 
in the private sector. In addition, the Council has a responsibility to 
work with labor and management in order to improve the structure of 
collective bargaining and to conduct studies of labor raai'kets in an 
effort to restrain inflationary forces. The Oflice of Wage and Price 
Monitoring has the primary responsibility for carrying out these 
functions. 

During the three month period from May through July 1975, the 
Council staff released two studies (Sugar Prices and Metal Can Prices), 
completed its steel study, expanded and updated its preliminary report 
on aluminum, and continued Its work on three other studies: industrial 
chemicals, agricultural implements, and tires and tubes, In addition, 
outside consultants continued their work on four other projects: (1) 
the adequacy of the Wholesale Price Index for price monitoring pur¬ 
poses; (2) coal prices; (3) bakery and cereals products prices; (4) 
hospital wages and prices. On July 21 and 22 the Council conducted 
public hearings on proposed price increases on a series of aluminum 
products. Further, during this quarter the Council initiated a new 
study on the price behavior of automobiles. 

Complementing its efforts on the price side, the staff has devoted 
its attention to collective bargaining issues in the construction industry 
and the Postal Service. The Council also released a report by Dr. H. M. 
Douty, CoHt-of-hivinn Esca(afor Clames and Infiafion. 

Collective Bargaining 

The Councirs chief concerns in collective bargaining during 1975 
have been the negotiations in the Postal Service and the construction 
industry. 

Agreement was reached between the Postal Service and four postal 
unions representing some 600,000 postal workers in "eleventh hour" 
bargaining; the settlement provided for an increase in base salary of 
11.8 percent over the next three years, or a 3.8 percent annual increase. 
This is a moderate figure in itself, but because of a cost-of-living clause 
in the contract the total increa.se will depend on the behavior of the 
Consumer Price Index over the next three years. If the CPI rises at an 
average rate of 6-7 percent, postal workers’ pay increases will average 
about 8 percent—or twice the negotiated increase in salary alone, Suc¬ 
cess in combating rising prices will thus determine how moderate the 
postal settlement turns out to be. 

The Council has been concerned with bargaining in construction 
both because of the key place this industry occupies in the economy and 


7 



man al wmS-? Th ™“"* «’" highest of any 

Tionr™^ ; f 1 f“' other 

haT™, 4Vd ™ t”® Pocifie Coast where recent gains 

where els^fn the ft <? ^““"tage points higher than any- 

Barraitiinir Com™-fV' cooperation with the Collective 

in nhJe Sfde'jTe^ k"!- ”’ 9°"®*™*“’"' the Council became involved 
Prandsco B^y Area Northwest and the San 

Washingtof lar^SnrinT"""®'’ ‘'otween Council and Industry officials in 
bargainfng aituaS , ^^ Progress has been made toward stabilizing the 
and pipefitters aoreeU ntf Area. Six local unions of plumbers 
group tfa ^ **'■“ “““••'‘■iiated employer bargaining 

a™ common wage increase and common exptation date The 

isiissz=s«^ 

Counoi?helV^folailllV^^ encouraging, and the 

f S ^:^crt“'c“r^feTa^i„1 Th^ t‘^fea'^"c[ 

tions for dealing with thp has piesented specific recommenda- 

ing construction bargain- 

areas of Seattle Portland' major West Coast metropolitan 

The study will e^rminl hl^M^ Francisco, Los Angeles and San Diego, 
identify obstacles to imnrovin^^th'^^^f trends for important crafts and 
dustry in oX the structure of bargaining in the in- 

wlll be recommended to overcome these obstacles 

Eargainiii Smitti^?^ Secretary of Labor and the Collective 

Agnciillural Machinery 

try in Jime'^'becaiiae^^ft^i! '1.n**^*'*'*f agricultural machinery indus- 

impact on food nrices fmm about the potentially inflationary 

Increases in there ncLr^mf^ 1" machinery, 

the profits of agriciiUnnI farmers' costs, thereby squeezing 

production. S^^iciiitnral pioducers and adversely affecting future 

agricultiii^rXhhl^^rriLuiIt^^^^^ materials indicates that the 

most of 1974 With firm in operating at capacity levels for 

duction and sliinmpn?« c ^ lOVo level, pro- 

1976. Although shinmp»f ^^^’'C^'tural machinery have fallen during 
for July im phorthat miff'™’ Wholesale Price Index 

creased 17.1 percent fmm tK agricultural machinery have in¬ 
end of 1974 The whnlp<! i ^ July and 5.1 percent since the 

r.»M. ihe wholesale prices of tractors and large pieces of 


8 



m<achinery have risen more than prices of other agricultural equipment 
and smaller pieces of machinery. 

The Council staff has requested the seven largest manufacturers of 
agricultural machinery to submit cost and price data for 1974 and the 
first two quarters of 1975. These companies, each of which manufac¬ 
tures a full line of agricultural machinery, account fpr over half of 
total machinery sales. Analysis of this information will focus on the 
demand and supply conditions facing the manufacturers over the last 
eighteen months. The demand for agricultural machinery is a derived 
demand, stemming from the demand for agricultural products, both 
export and domestic. Machinery demand is also heavily dependent 
on the effect of shifts In agricultural demand on farm income. Supply 
conditions depend in large part on the capacity utilization of the in¬ 
dustry and the costs of labor, materials, and other important manu¬ 
facturing inputs. 

The study will involve an analysis of corporate financial data with 
emphasis on recent profit margins and the level of investment. In addi¬ 
tion, the study will examine profit variability over the business cycle 
and its relationship to long-term Investment decisions. 

Ahiminum 

The Council’s study of the ahiminum industry, prompted by the 
combination of declining shipments and downward price rigidity, was 
begun in January 1975 by collecting price and cost information from 
the leading aluminum companies. These data were supplemented by 
meetings with, aluminum company executives, by solicited and un¬ 
solicited communications with commercial users of aluminum, and by 
public information obtained from the Bureau of Labor Statistics. A 
preliminary report had just been drafted when the major aluminum 
producers announced a series of price increases, which were for the 
most part scheduled to become effective on July 7. The increases out¬ 
lined were on primary ingot and a range of mill products. The list 
price of ingot was to be rnlaed 5 percent from 39 cents to 41 cents per 
l)ound. Across the entire .spectrum of products, the scheduled increase 
averaged about 3 percent. 

On July S, a news conference was held by Dr. Albert Rees, then 
Director of the Council, to announce that the major companies had been 
asked by the Council to delay the proposed increases for 30 days. This 
request was made to allow the Council to analyze the cost data that 
the companies agreed to submit. Dr. Rees also announced the Council's 
intention to hold hearings in order to put relevant factors pertaining to 
the announced price increase on the I'ecord. The companies complied 
both with the requests for the delay and for the submission of addi¬ 
tional cost data. They also agreed to participate in the hearings, which 
were held on July 21 and July 22. In addition to representatives from 
major aluminum producers and -members of the Council staff, other 
hearing participants included industry analysts, academic economists, 
and commercial users of aluminum. 

At the hearings, the industry representatives argued that the pro¬ 
posed price increases were entirely justified by rising costs, which had 
increased by about 16 percent since the last general price increase in 
September 1974. They argued that coat recovery, which they felt would 
improve profitability, was necessary to support and encourage in- 
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ber the unit cost of a 1976 passenger car carrying the average amount 
of optional equipment will exceed the unit cost of a comparable 1975 
car by about 8 to 9 percent of the 1976 wholesale price, Anticipated 
cost increases during the model year are expected to raise per unit 
costs by an additional two percent of the average wholesale price by 
July 1976. 

These cost increases have occurred, however, at a time when 
total domestic demand for passenger cars has fallen by approximately 
16 percent from the 1974 model year, which already was depressed. 
The comparative sales records of Imported and domestically produced 
cars suggests that demand is more elastic than the U. S. producers 
claim, particularly for low-priced cars. During the first 10 months of 
the 1976 model year, U. S. purchases of imports increased by 8.6 
percent while sales of the domestic producers decreased by 20 percent. 
This has resulted in an increase in the Imports' market share from 
15 percent in the 1974 model year to 19 percent in 1975. Moreover, 
some of the U. S. producers have indicated that they consider the in¬ 
crease in the imports' market share to be a temporary phenomenon, and 
believe that this share will fall to 16 percent for the 1976 model year. 
The optimism of the American producers has been based on the en¬ 
couraging increase in their May sales, which combined with a de¬ 
crease in the number of imports sold led to a drop in the imports share 
from 21.4 percent in April to 18.6 percent in May. Since May, however, 
the imports have continued to obtain approximately 20 percent of the 
market. Por example, in July, the latest month for which data are 
available, the imports share equalled 19.6 percent compared to 14.6 
percent a year ago. 

The prices for the 1976 models announced by General Motors indi¬ 
cate a pricing policy designed to cope with the overall fall In demand 
for automobiles and the increased popularity of imports while simul¬ 
taneously enabling General Motors to recover a sizeable proportion of 
its increased costs. General Motors' policy has two prongs, both designed 
to minimize the size of the increase that is visible to the public. One 
prong increases the wholesale price, the only price that General Motors 
can directly conti-ol, by considerably more than the retail list price of 
the base car. Specifically, General Motors has increased the average 
price of its 1976 basic car equipped with the same equipment as the 
1976 base car by 6.9 percent at the wholesale level and by 4,4 percent 
at the retail level. This action has the effect of reducing the dealer’s 
margin, It therefore can be expected to reduce the discount from list 
price or the trade-in allowance that the dealer will be willing to allow 
the purchaser. Since few car sales actually take place at the list price, 
it is not at all clear how much the actual transaction price will rise 
under General Motors’ pricing policy. If General Motors is correct in 
its assessment that demand is recovering, thei'e will be less pressure for 
the dealer to discount and therefore the actual transaction price will 
increase by more than 4,4 percent. If, however, demand does not pick 
up General Motors may find that it cannot make the large price increase 
at the wholesale level stick and will be forced to hold dealer contests 
and/or offer rebates to the dealer. 

The second prong of General Motors’ announced pricing policy in¬ 
volves removing equipment that was previously standard while simul¬ 
taneously increasing the price of the optional equipment by a 
considerably higher percentage than the base car price. After removing 
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for the first and second quarters of 1976 must be viewed with cn„ 
cern. It is further apparent that the costa of major inputs used in the' 
production of these two products began to rise notably in iate 1074 
However the masnihide and timing of these cost increases do not 
seem to be related to the further substantiai increases in the price 
aeries of iiot/i products ,n 1975. Further, the apparently substantial 
profit margins realized on these products in 1974 together with the 
depressed demand conditions of early 1976 would not appear to iustifv 
further price increases at this time. Consequently the Coundl has 
initiated a more detailed investigation into the pricing of these two 

pi'OuUCtSi 

This investigation is now underway and a preliminary report is 
being prepared. Requests for data have been sent to a number of 
chemical companies and individual discussions are being held to clarifv 
pricing policies as they relate to the data requests of the Coundl 


Table 1. Index of Price and anrf Caustic Soda by Quarters, 


Prico nnd Cost 


1074 Qimrters 


1075 Quarters 

Indexes 

rir*t 

Second 

Third 

Potirth 

First 

Second 

BLS Price Index 

Chlorine . 

Caustic Soda . 

CWPS Price Index 

100 

100 

112 

112 

133 

132 

154 

168 

170 

104 

193 

216 

Chlorine . 

100 

lie 

188 




Caustic Soda . 

CWPS Index of 

100 

114 

13f> 

160 

•j< 

•K 

Unit Coats . 

100 

101 

113 

126 

«< 



* Dnla cuiTontly being oblnincd by the CWPS. 


Chlorine and caustic soda are co-products of a common production 
process, The chemical companies are the major users of both products, 
though hse of chlorine by fully integrated firms appears more exten- 
siye than that of caustic soda. Since relatively more caustic soda is 
sold in the commercial market, a reduction in chlorine production can 
cause a "market shortage” of caustic soda. Further, whereas caustic 
soda IS regularly inventoried, it is dangerous and expensive to store 
chlorine in either liquid or dry form. The result is that current demand 
tor chlorine determines to a large extent the current supplies of both 
chlorine and caustic soda. 

The largest use of chlorine is in the production of a series of 
products that may be termed plastics materials. The latter are used 
extensively in the transportation and housing sectors of the economy, 
ihe slump in these sectors apparently began to affect the sales of 
plastics materials in November of 1974. The subsequent drop in the 
demand for chlorine led to production cuts in chlorine/caustic soda 
pjants reducing capacity utilization to roughly 66 percent by June 
iJ/6. In this setting the price of caustic soda was increased. The in¬ 
crease can be largely explained by the "shortage” brought about by 
the production cuts in chlorine as the demand for chlorine fell. 

As can be seen in the BLS data reported in the above Table, the 
price of chlorine continued to rise throughout the first six months of 
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what is in prospect in the steel industry. The following is a summary 
of the completed study. 

The steel industry is can oligopoly of relatively few sellers. Prices are 
not determined simply by the interaction of supply and demand as they 
would be in a more competitive industry. List prices are set so as to 
yield the target rate of return at levels of production significantly below 
capacity, although these prices do not always hold up in the face of 
competitive pressures. The chief limits on such price movements have 
been overseas competitors and governmental opposition. 

There is a degree of flexibility in steel supply despite the oligopolistic 
structure of the industry. In addition to Japanese and European exports 
which are highly competitive on price, domestic minor mills provide 
another important element of price competition. Some U.S. minor 
mills operate very efliciently on scrap, the price of which moves widely 
in response to market conditions, These mills may find their costs of 
production dropping significantly during periods of recession and there¬ 
fore have a strong incentive to expand sales by reducing prices below 
those of the leading firms. Further, brokers, surplus dealers, and some 
service centers provide additional price flexibility by locating and buying 
and selling inventories in tight markets, and by selling excess supplies 
at reduced prices in recession. 

The study also analyzed profit levels and rates of return. Profits 
depend on both net income margin per ton or dollar of sales and volume 
of tons or sales. Prom 1946 to 1967, both margin and volume were at 
historically high levels and profits were therefore also high. From 1958 
to 1972, both margin and volume were diminished (primarily due to 
import competition that prevented price rises and took away sales 
volume') and hence profits were lower. In 1974 the steel industry had 
one of its most profitable years ever because of very high volume and 
very high margins. Because of the recession, 1975 has seen a decline in 
steel profits, Despite the deterioration of price-cost ratios, margins are 
still moderately high for the most part, and if volume were to increase 
the industry would realize substantial profits. 

Another issue investigated by the staff report was the argument that 
a large expansion of domestic steel capacity is needed for growth and 
that higher prices are necessary now in oi*der to provide the cash flow 
and profits needed to finance such expensive investment. The steel in¬ 
dustry estimates that 80 million tons of additional annual raw steel 
capacity is needed by 1980, necessitating investments of $2.4 billion 
per year. The Council study estimates that about half that much new 
capacity will be needed, requiring investment of $0,9 billions per year. 
(The industry’s estimate is more than double the Council’s because it 
includes the construction of a larger number of complete plants.) 
Other sources give various estimates between these figures. Profits and 
other cash flows from recent and present levels of steel prices and 
costs combined with access to capital markets appear to be adequate 
to finance the estimated steel expansion. This prediction is based on 
the assumption that production volume will return to high levels. If 
production does not rise to full capacity rates, expansion of capacity 
would not be required. 

Industry spokesmen state that higher future prices will be required 
to meet the costs of environmental regulations. Although this additional 
cost will eventually have to be reflected in steel prices and paid for by 
steel consumers, it amounts to a small figure by 1980. The industry 
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to contribute to overall economic performance the firms are raising 
prices by an amount less than the amounts “justified” in points 3 and 4. 

The Council staff, in accordance with its legislative mandate, has 
examined, studied and evaluated the factual content of the arguments 
outlined above. Company submissions, government data and public 
information have been collected, checked and analyzed by the staff. 
Unfortunately, the efforts of the staff to evaluate the factual content 
have created the mistaken impression in some minds that the analytical 
content of the argument is accepted by the Council as the correct frame¬ 
work within which to monitor inflationary actions. 

On the contrary, the staff believes that the implicit theory is incor¬ 
rect because of the failure to distinguish between short-run arid long-run 
considerations and because of its acceptance of the selection of the date 
of the last price increase as reflecting a socially desirable norm which 
should be re-established. Economic theory recognizes that in the long- 
run prices must be at a level which allows for the recovery of all costs 
of production plus a normal rate of profit including risk premiums in 
those industries characterized by above average instability. There is no 
analytical reason why prices must or should cover full costs in the 
short-run. In periods like the current one, when the economy is recov¬ 
ering from the worst recession in forty years, it is to be expected 
that in some industries prices will fall below total costs per unit (but 
not below variable costs per unit) leading to economic losses. In other 
industries prices will fall i*elative to unit costs of production, leading 
to lower profit margins. Indeed, economic theory maintains that in order 
for prices to allocate resources appropriately prices should be equal to 
the incremental costs, which implies below normal profits when operating 
below capacity (the minimum point on the average cost curve). 

Similarly, investment will not take place unless future prices are 
expected to be high enough so that the discounted value of expected 
fuUire revenues exceeds the discounted value of expected future costs 
and yields at least a normal profit over the life of the new assets. 
Although short-run prices, costs and pi'ofits have an influence on ex¬ 
pectations about future conditions it is not necessary that satisfactory 
profits be earned at each and every moment in time in order that 
investors have favorable expectations about future profitability. 
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CHAPTER III 


MONITORING FEDERAL ACTIONS 

The Office of Government Operations and Research is responsible 
for monitoring regulatory activities of the Federal Government which 
may contribute to inflation. The Council’s analytical efforts are aimed 
primarily at proposals from Federal agencies for new rules, regulations 
and standards. In addition, however, the Council tries to identify and 
appraise existing Federal regulations and practices which significantly 
contribute to inflationary pressures. In these efforts the Council wel¬ 
comes suggestions from government officials and members of the public 
about regulations which warrant Council review. 

Based on its appraisal of such regulations, the Council attempts, 
through forma! and informal staff comments and testimony, to make 
government decision-makers more sensitive to the full economic impact 
of their agencies’ activities. As the Council recognizes, the mere fact 
that a governmental action may impose significant additional costs 
upon the economy as a whole or upon some segment of it does not mean 
that the action is necessarily “inflationary.” It may generate benefits 
that equal or exceed the costs. However, the Council believes that the 
current heightened concern over inflation requires that agencies pro¬ 
posing cost-increasing actions be particularly careful to assure both 
themselves and the public that the tangible and intangible benefits 
of such actions do Indeed exceed the costs they will cause others to 
bear. Agencies also have a particular duty to i*eexamine past actions In 
the light of changed economic circumstances to see that such decisions 
are still justified. 

Furthermore, the Council urges agencies to make full use of what¬ 
ever admini.Htratlve discretion they have concerning the timing of the 
implementation of nile.s, regulations, and standards if by doing so 
short-run infiationary pre.s.surea can be eased. This is e.specially true 
where a particular .segment of the economy has been or is likely to be 
confronted with a large number of costly government actions, all of 
which may be implemented over a relatively short period of time. 

In carrying out its re.sponsibilitles, the staff of the Office of Gov¬ 
ernment Operations and Research monitors the Inflation Impact State¬ 
ment program, participates formally and informally in regulatory 
agency proceedings, and .nits on the Domestic Council Review Group 
which is charged with overseeing the President’s regulatory reform 
initiatives, 


Innation Impact Statement Proftram 

The Council plays a major role in the President’s Inflation Impact 
Statement Program.* The purpose of thi.s Program is to encourage 
Federal agencies to take greater account of the economic effects of 


• EstftbllKlied liy Kxi'rulivu Ordi-r No. 1IS21 l8.sxi«l November 27. UlT-l. ami OMB Circulnr No. 
A-107. 
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^eir proposals for major new rules, regulations and legislation. The 
Council s role in this Prpgram is to serve as a catalyst for improved 
agency analysis. 

Executive Branch agencies are required to submit to the Council 
brief summaries of their evaluation of the economic impact of proposed 
major new rules and regulations. The Council monitors these Inflation 
Impact Statement summaries. When it has questions about a particular 
summary or about the agency proposal itself, the Council asks the 
agency to submit its complete economic analysis for the proposed rule 
or regulation. 

Based on its review of the agency’s analysis, the Council may 
decide to make formal comments to the agency about the quality of its 
Inflation Impact Statement analysis and/or about the economic conse¬ 
quences of the regulatory proposal itself. It should be noted that criticism 
of an Inflation Impact Statement does not necessarily mean the Council 
objects to the proposed regulation. It simply means that the Council 
thinks the agency should provide a better analysis of the regulation’s 
hkely economic effects. The Council’s aim is to help agencies improve 
the^ quality of their economic analysis so that important regulatory 
decisions are made with fuller awareness of their economic consequences. 

progress has been achieved In the implementation of 
this Piogram. In consultation with 0MB and the Council, most agencies 

criteria for Identifying those proposals 
which are sufficiently Important to require an Inflation Impact State¬ 
ment. Problems which were serious at the Program’s outset—particu¬ 
larly tardy compliance and low quality analysis—are gradually being 
resolved. While the Council has filed critical comments in a number 
of rulemaking proceedings, most agencies are making n commendable 
effort to analy^^e more carefully the major rules and regulations they 
issue. 

This chapter includes brief summaries of filings the Council has 
made during the May-June-July quarter. Copies of the filings them¬ 
selves are available upon request from the Office for Public Affairs and 
Congressional Relations, Council on Wage and Price Stability, 726 
Jackson Place, N.W., Washington, D.C. 20506 (202-456-6757'). 


Airline Fares 

n Council staff filed comments with the Civil Aeronautics 

oaic (CAB) concerning two issues—proposed passenger fare increases 
and charter travel proposals. 

Passenger Fare Increases. The Council urged the CAB to suspend 
and investigate passenger fare increase.s filed by American Airlines 
and Trans World Airlines. American Airlines sought a 6 per cent 
domestic passenger fare increase while TWA sought a 5 per cent 
increase. Both airlines additionally sought renewal of the temporary 4 
per cent fare increase which had been granted the previous Fall and 
was due to expire June 30, 1975. The Council had originally argued 
that the temporary 4 per cent increase was not justified. This argument 
was repeated ni urging the Board to roll back the 4 per cent increase; 
the Council also argued that the additional increases sought by the 
airlines similarly were not justified. 

II aii'lines contended that higher fares are necessary in order to 
allow the airlines the 12 per cent target rate of return ekablished by 
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the CAB. The Council argued that price increases are not warranted, 
given present overall economic conditions, for the purpose of main¬ 
taining profits at the target level. The Council believes that the airlines 
have no more reason than have firms in other industries to expect 1975, 
a year of generally low capacity utilization, to produce "full” profits. 

The Council further urged the Board, in considering any fare 
increases, to satisfy itself that; (1) the demand elasticity is such that 
higher fares would yield higher revenues; and (2) the airlines have 
made every effort to reduce their operating expenses. 

In June, the CAB suspended the proposed increases, and it extended 
the existing domestic rate schedules until January 14, 1976. The 
CAB also ordered that there be hearings to review its existing load- 
factors and rate-of-retnrn standards for rate decisions. 

Charter Travel. The Council recommended implementation of two 
proposals to establish new types of low cost charter travel (one-stop 
inclusive tour charters and special event charters). Both types of 
charters are designed to make low-cost travel more widely available, 
thereby bringing the benefits of air transportation to a large segment 
of the population now unable to afford it. The Council has consistently 
urged the CAB to adopt policies which would broaden the travel oppor¬ 
tunities of highly price-sensitive discretionary travelers. Given the 
current economic situation of the airlines, with load factors at very low 
levels, It is the Council’s view that the availability of low cost charter 
travel would be beneficial to both the traveling public and the airline 
industry. In urging implementation of both charter plans, the Council 
recommended that no limitation be imposed in advance on the number 
of flights that could be operated and that the Board incorporate as 
much flexibility as possible In establishing any minimum tour prices. 
In early August, the CAB adopted these proposals with minor changes. 

Noise Ahalenient 

During thi.s quarter, the Council staff made formal comments on 
three regulatory proposals that would set new standards for occupa¬ 
tional noise, truck nol.se, and aircraft noise. 

Occiivational Noi.te. On June 25, In testimony before the Occupa¬ 
tional Safety and Health Administration (OSHA), the Council staff 
renewed its call for the Environmental Protection Agency (EPA) and 
OSHA jointly to .sponsor research on all of the relevant costs and 
benefits associated with a lower occupational noise level standard before 
such a standard is implemented. Urging that such a study be made on 
an industry-by-indiistry bn.sia, the Council argued that there is insuffi¬ 
cient "hard” data on which to base a decision which could create 
potential industry costs of $32 billion. The Council also urged that 
the fea.siiiility of per.sonal hearing protectors be given serious con¬ 
sideration, The matter is still pending before OSHA; OSHA has 
indicated it will prepare ah inflation impact statement for public com¬ 
ment prior to issuing a final regulation. 

Truck Noi.'te, Continuing its involvement with EPA's noise reduc¬ 
tion standards, the Council on Wage and Price Stability submitted 
formal comments on the agency’s proposed noise emission standards for 
medium and heavy trucks. In view of the discrepancies found in the 
estimates used in determining the costs and benefits of the program, in 
May the Council filed its own cost-benefit analysis before EPA. 
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The proposed regulation would reduce the allowable noise level of 
trucks from the present 86 dB(A) level to 75 dB{A) in 1983. This 

, progressively with an 83 dB(A,> level in 1977 and an 80 
dB(A) level in 1981. 

Since, in reality, EPA was proposing three different standards, the 
analyzed individually. It was found that the 
rii Tt ’ 1^77 had a discounted benefit-cost ratio of 

jbenefit-cost ratios for the 80 dBCA) 
and 7o dB(A) standards were 2.073 and 1.245. respectively. However, 
tnese ngiirea are misleading, for when moving from the 83 dB(A) 

further to the 75 dBCA) standard, the 
additional benefits are found to be negative while the additional costs 
aie positive. Since the anticipated marginal benefits are less than the 
anticipated marginal costs, the Council concluded that the 76 dB(A) 
level was not economically justified and the 80 dB(A) level was highly 
suspect. A second filing, made in July further indicated that the 80 
dB(A) coiild not be substantiated on the basis of measured benefits 
and costs. This matter is still pending before the EPA. 

\i‘, ^ Council reaffirmed 

Its opposition to EPA s proposal to the Federal Aviation Agency (FAA') 

whiVk”,?«nnf regulations. No evidence has been produced 

which could lead the Council to change its earlier finding that the costs 

hi economic benefits 

aLLis^nl ”1/• an acceptable inflation impact 

aim^sis foi this regulation has not been provided by either EPA or 


Automotive Safely 

The Council has taken a major interest in regulatory proposals 

Highway Traffic Safety Admin^stiation 
on hlf^f ;i? this quarter, the Council staff submitted comments 
standards^. ^ P^'^Poa^Is—occupant crash protection and tire grading 

23 PrfecHon At a NHTSA public hearing on May 

23 Council staff testified against a NHTSA proposal to mandate 

'l977 l^«ssive seat belts) in 

esIJciX^ cost-effectiveness of passive restraint devices, 

Sat in If established. Imple¬ 

‘JcoarSmlf ^ -- reshiinrs^stem 

(cost estimates lange to $3 billion per year). Staff argued that a 
carefully monitored field test, involving many fewer cars (and thus 
ma?m- newTon"'^^^’ undertaken before NHTSA adopts this 

S fermontirt'”®^^ Y committed itself within the 

pnnin^ T months to fimd such a program, a fleet of 100,000 air bag 

road probably could be on the 

road m 1978, This test fleet would be in addition to the 10 000 larger 

® Pnichased between now and June 1976 (when GM plans to 
bv a delaiy’i^?hn‘*^d an option.) The experiment should be accompanied 
fiLf tnof H new standard (MVSS 208) until the 

NHTSA-V-'ny .f®, There also should be some change in 

ti be able to dJviLTff’ ? encourage manufacturers who claim 

to De able to develop effective, low-cost “almost passive" belts. 


22 



The government should not require the installation of air bags 
or passive belts on the basis of little more than a faith in the tech¬ 
nology and the results of a very small number of crashes. However, 
if a decision is made to go ahead with the air bag as the primary 
passive restraint technology, Congress should be asked to pass legis¬ 
lation confirming this decision. The 30-day no-concurrence joint reso¬ 
lution now required is inadequate. Considering our previous experience 
with the ignition-interlock, the last thing we want is for the auto makers 
and the public to bear the expenses of tooling up to produce air bags 
and then have Congress decide that the public does not want the system. 
Going this route would also have the advantage of posing squarely the 
choice between air bags and the alternative that Congress has so far 
ignored—mandatory seat belt laws. This matter is still pending before 
NHTSA. 

Tire Grading Standards. In June the Council sent comments to 
NHTSA on the Uniform Tire Grading Quality Standards. Although 
satisfied with the comprehensiveness of NHTSA’s inflation impact 
analysis, the Council questioned some of the coat estimates. A review 
of industry submissions to the Council indicated that NHTSA may not 
have completely evaluated all costs and that considerable discrepancies 
exist between NHTSA and the tire industry regarding the amount of 
testing that might be required. The Council had further reservations 
regarding the benefits that might accrue to the consumer from the 
standards. It was our position that many of the benefits claimed by 
NHTSA already may have been achieved by the industry through 
advertising. Although NHTSA has promulgated this standard, the 
tire industry is seeking redress through the courts; the U.S. Court of 
Appeals decided in August that it would review this matter. 


Energy 

On June 16, the Council submitted comments to the Federal Energy 
Administration (PEA) regarding FEA's inflation impact analysis of 
the proposed deregulation of domestic oil production classified as “old 
crude.” The Council did not take i.ssue with the basic program but 
identified areas to which FEA could devote more conscientious analysis 
such as the effects of deregulation on the productivity of wage earners, 
businesses, and government and the labor force impacts of any effects 
on both short-run and long-run employment. In addition, the Council 
directed comments to the lack of any analysis of possible effects on oil 
intensive industries such ns utilities, transportation and plastics. 

On June 18, the Council commented on FEA's inflationary impact 
analysis of the coal conversion program under the Energy Supply and 
Environmental Coordination Act of 1974. The Council recommended 
that FEA include in this analysis the agency's estimate of the cost 
impact on consumers, and a broader range of possible values for 
important variables in the analysis. The Council was also concerned 
about the conclusions regarding coal prices, the lack of a meaningful 
consideration of possible alternatives (to coal conversion) and a seem¬ 
ingly ambivalent position regarding the effects of conversion on coal 
prices. The Council felt that the FEA analysis could have been improved 
significantly if some of these factors had been given more detailed 
attention, 
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Housing Programs 

In June the Council commented on a proposal from the Depart¬ 
ment of Housing and Urban Development (HUD) to require professional 
certification of housing managers in the public housing program. The 
Council pointed out problems that often arise with occupational licensing 
schemes—the supply of eligible job seekers is restricted, which tends 
to increase salary costs, and unfortunately quality improvement does 
not always follow. The Council urged HUD to consider more carefully 
the potential adverse economic consequences of its proposal and to 
review the practicability of achieving quality management through 
alternative personnel policies. 

In July the Council staff submitted comments to HUD concerning 
its proposed Mobile Home Construction and Safety Standards. The cost 
of the safety and general quality portion of the standard is estimated 
at $877 million over five years, but there is no documentation of benefits. 
The Council concluded that the economic analysis provided by HUD 
does , not contain sufficient information to make a judgment on the 
proposed standard except with respect to its energy conservation 
elements (which do appear to be economically justifiable). The Council 
urged that the effective date of this standard be postponed to permit 
HUD to complete the needed reseai’ch and to make such changes in the 
standard as may be indicated by this research. 

Product Labeling 

In May the Council filed comments in support of a Pood and Drug 
Administration (FDA) proposal to exempt individually wrapped candies 
weighing two ounces or less from an existing requirement that each 
wrapper show the net quantity of each content, so long as those net 
quantities are displayed elsewhere on the box or bag of candies or at 
the point of sale. The Council noted that savings in the cost of wrappers 
(that is, the cost of discarding unused wrappers as their content 
information becomes obsolete) could be passed on to consumers. How- 
eyer, the Council took issue with the potential magnitude of the savings 
claimed by the National Confectioners Association. The Council sug¬ 
gested that FDA carefully assess these potential savings in order to 
determine whether they outweigh the value of the reduction of available 
consumer information. 

Another FDA labeling requirement question which attracted the 
Council’s attention concerned dairy product containers. In July the 
Council urged the FDA to adopt a proposal which would exempt 
certain frozen desserts and fluid milk products from label information 
placement requirements. This recommendation was based on evidence 
which showed that considerable cost savings would be realized by dairy 
products manufacturers without inconveniencing consumers who sought 
nutrition information. 



CHAPTER IV 


Wages and Prices During Second Quarter 1975 

Inflation as measured by consumer and wholesale prices flared up 
somewhat in the second quarter after abating noticeably in the first 
quarter. The Consumer Price Index increased at a higher annual rate 
(7.1 percent for the 3 months ending in June vs. 6.0 percent for the 
3 months ending in March), and the Wholesale Price Index turned 
around completely—from falling at a C.3 percent annual rate (season¬ 
ally adjusted) to rising at an annual rate of 7.2 percent. The broadest 
measure of price movement in the economy—the GNP Implicit Price 
Deflator—continued to slow its annual rate of increase—from 8.4 per¬ 
cent in the Mai'ch quarter to 5.1 percent in the quarter ending June 30: 
(These figures are average changes over the quarter while CPI and 
WPI figures are changes from end of quarter to end of quarter). Money 

Quarterly Changes at Annual Rales in Selected Measures 
of Aggregate Price Behavior, 1974 - 75 



Source: Ooparlmenl of Labor, Bureau of Labor StaUstios 
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wages slackened their rate of increase from the previous quarter, but 
real hourly wages continued to rise for the second consecutive quarter 
after falling throughout 1973 and 1974. 

Wholesale Prices 

While wholesale prices rose at an annual rate of 7,2 percent after 
declining in the first quarter, the increase was only half as large as in 
the fourth quarter of last year. Farm product prices exhibited their 
usual volatility, rising at a seasonally adjusted annual rate of 36.5 
percent after falling at a 33.4 percent rate in the first quarter. Prices 
for processed foods and feeds also turned around, but not so dramati¬ 
cally—from a 24 percent anniuvl rate of decline in the prior quarter to 
a 5.6 percent rate of increase. These sharp changes were due largely to 
higher prices for livestock and meats (as cutbacks in herds due to 
higher feed grain prices resulted in smaller marketings). Industrial 
commodity prices continued to moderate their rate of increase for the 
fourth consecutive qujirter, rising at an annual rate of 2.6 percent com¬ 
pared to 4.2 percent in the first quarter; much of the increase was due 
to higher prices for fuels, with many other prices increasing only 
slightly, if at all. 

Changes in the Wholesale Price Index by Stage of Processing, 1971-1975 


Quflrterly Chance at Annual 
Hflta, SoABonally Adjusted 


SttiRC of Proccealns 

% Clinnec from Dec. 

to Dec 

107B 

1076 

1071 

1072 

107& 

1074 

1st Qimrtcr 

2nd Qunrter 

Crude materials*. 

2.0 

10.9 

81.4 

23.0 

—10.3 

14.9 

Intermediate materials*"^.. 

4.3 

4.1 

11.9 

28.6 

3.7 

0.7 

Finished goods. 

3.1 

3.9 

11.8 

18.3 

0.3 

10.6 

Producer . 

2.3 

2.1 

6.3 

22.6 

11.8 

5.1 

Consumer . 

3.3 

4.6 

18.6 

17.1 

—S.O 

12.6 

Food . 

6.9 

8.0 

22.6 

13.0 

—12.9 

23.7 

Non-food . 

1.8 

2.2 

7.4 

20.6 

3.8 

4,1 


•KxcUuks cniilc fooiIstiilTs and fccdsluaii. plant niid nnlmal fibora, oUsocda, nnd leaf tobacco. 
•♦Excludes Intorniedtatc inalprlnlB for food mnnufncturlne nnd mnnufncUirccl nnimnl feeds, 
Source: Duronii of I^bor Slnllstlcs. 


Wholesale prices exhibited contrary tendencies on a stage of proc¬ 
essing basis. Prices for crude materials (excluding foods, feeds, and 
fibers) rever.sed themselves, rising at an annual rate of 14.9 percent 
{seasonally adjusted) after falling at a 10.3 percent rate in the previous 
quarter; higher prices for crude petroleum and natural gas were the 
largest ccuitributors to the increase, The prices of intermediate 
rials (excluding foods and feeds) rose at an annual rate of only 0.7 
percent, considerably le.ss than the first quarter’s 3.7 percent rate, while 
prices for finished goods increased at an annual rate of 10.5 percent™ 
.sharply higher than the first quarter rate of 0.3 percent. Most of the 
increase in the finished goods index resulted from a turnaround in con¬ 
sumer food prices; these prices—which had declined at a 12.9 percent 
annual rate in the first quarter—rose at the rate of 23,7 percent in the 
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second quarter. Consumer non-food prices rose at a 4.1 percent annual 
rate, little changed from the prior quarter’s 3.8 percent, and producer 
goods prices continued to moderate their rate of increase—from 11.8 
percent in the first quarter to 5.1 percent in the second. 

Consumer Prices 

The Consumer Price Index, which had been moderating its rate of 
increase since the third quarter of last year, rest at an annual rate of 
7.1 percent in the second quarter—an upward turn from the first 
quarter rate of 6.0 percent. The faster x’ate of increase was due almost 
entirely to higher prices for food and energy items, 

Quarterly Changes at Annual Rates in Selected Components 
of the Consumer Price Index, 1974 - *75 



The food index, after declining slightly in the first quarter, ad¬ 
vanced at an annual rate of 10.0 percent, while a special index of energy 
items (comprised of commodity and service items) accelerated its an¬ 
nual rate of increase from 5.0 percent to 18.2 percent. The turnaround 
in the food index was due to higher prices for meat, poultry, and fresh 
vegetables, with prices for most other items actually declining (includ¬ 
ing sugar-related items which had risen rapidly earlier). Energy prices 
were substantially higher for all items—gasoline, fuel oil and coal, and 
natural gas and electricity. 
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Aside from energy items, price increases for both non-food com¬ 
modities and services continued to moderate. The index for non-food 
commodities rose at an .mnual rate of 5.9 percent, compared to 7.4 per¬ 
cent in the first quarter and 8.8 percent in the fourth quarter of last 
year. If energy items are excluded, the annual rate of increase is only 
4.2 percent—a drop of more than 60 percent from the first quarter rate. 

The annual rate of increase in the services index was 6.3 percent] 
down from rates of 8.0 percent and 10.9 percent in the previous two 
quarters. The lower rate of increase in the second quarter is due in 
substantial part to a moderating of the rising charges for medical care 
service. If energy items are excluded, the annual rate of increase for 
the quarter was 5.7 percent. 

Components of Increase in the Consumer Price Index 

1st Quarter 1976 



Source: Department of Labor, Bureau of Labor Statistics 
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Components of Increase in the Consumer Price Index 

2nd Quarter 1975 



Source: Department of Labor. Bureau of Labor Slalislics 


Perspective on rising consumer prices can be gained by tracing the 
relative importance of the CPI’s major components back to the last 
quarter of 1973: 

Contribution to Change in All Items (%) 


_IQ.’74 2Q-’74 3Q-’74 4Q-'74 lQ-'76 2Q-’76 

All Items. 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Food . 23.0 38.6 7.2 22.1 28.1 IG.O 26.1 

Energy . 27.8 27.8 12.4 3.6 0.4 10.2 16.1 

Commodities . 15.7 13.9 47.5 40.4 37.6 34.4 32.4 

(Less food & energy) 

Services . 33.4 19.7 32.9 34,0 34.0 39.4 26.4 

(Less energy) 


Source: BLS 
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The Table leads to several conclusions: (1) rising commodity prices 
are less significant a factor in inflation than they were a year ago, but 
much more significant than at the start of the period; (2) services con¬ 
tinue to account for roughly a third of the rise in consumer prices; 
(3) food prices have fluctuated the most, but on balance have accounted 
for about a quarter of the rise in consumer prices; (4) energy prices 
are becoming a major factor again as they were at the beginning of 
the period, after almost a year of declining importance, The overall 
conclusion seems to be that it is not safe to assume that any segment 
of the consumer economy no longer poses a threat to price stability in 
the year ahead. 


GNP Price Deflator 

The GNP Deflator rose at a .slower rate than in the prior quarter— 
5.1 percent vs. 8.4 percent, and 6.0 percent vs. 7.6 percent using con¬ 
stant (1967) weights (these figures are quarterly averages rather than 
quarter-to-quarter changes). This Is a broader measure of economic 
activity than the Consumer Price Index and indicates that inflation in 
the second quarter continued to moderate In the economy as a whole. 
The table below indicates that Inflation has been more severe in the 
consumer sector for most of the past nine years: 


Year 

% Increase 

GNP Deflator 

% Inerease CPI 

19QQ 

2.8 

3.4 

1907 

3.2 

S.O 

1908 

4.0 

4.4 

1909 

4.8 

6.1 

1970 

6.6 

6.5 

1971 

4.5 

8.4 

1972 

3.4 

3.4 

1973 

6.6 

8.8 

1974 

10.3 

12.2 


Wages and Compensation 

Average hourly compensation in the private economy increased at 
a 7.3 percent annual rate, down from the 10.8 percent rate of the pre¬ 
vious quarter. Because prices have slowed their rise from the pace of 
1974, however, real hourly compensation continued to advance for the 
second consecutive quarter—although the annual rate of 1.7 percent 
was below the first quarter rate of 2.7 percent. The average hourly 
earnings index (which is adjusted for overtime in manufacturing and 
for interindustry employment shifts) also slowed its annual rate of 
increase slightly—from 8.2 percent in the first quarter to 7.1 percent— 
but the real hourly earnings index rose at a faster pace, at an annual 
rate of 1.1 percent compared to 0.2 percent for the first quarter. Aver¬ 
age weekly earnings picked up at an annual rate of 4.8 percent, a sub¬ 
stantial improvement over the 0.5 percent first quarter rate as the 
decline in weekly hours slowed. Real average weekly earnings continued 
to fall, but at a much lower annual rate than in the prior quarter—1.1 
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Changes in Wa ge Measures in the Private Nonfarm Economy^ 1971-1976 

Aggregnta Meaauves n_____ a __ 


Qiiai’tot']y Ohnngo nt Annual 
Change During Year* Rate, Seasonally Adjusted 


Real hourly compensa¬ 
tion . 


Real average weekly 
earnings . 


iJiue 

Real hourly earnings 


1371 

1972 

1973 

1974 

4th-74 

lat-rs 

2nd-76 

6.3 

6.6 

8.0 

8.8 

8.6 

10.8 

7,8 

2.7 

. 2.9 

—0.4 

—2.0 

—3.6 

2.7 

.7 

7.2 

6.6 

6.9 

6.2 

6.5 

0.6 

4.8 

3.8 

3.0 

—1.8 

—4.8 

—6,1 - 

-7.0 

—1.1 

V.l 

6.4 

6.5 

8.0 

9.8 

8.2 

7.0 

3.6 

2.9 

—2.1 

-2.6 

-2.3 

0.2 

0.£> 


compensation is calculated from fourth quarter to fovrtU 
from Dceember to Decemter!'*'^ average weekly eamiugs and hourly earnings index is cnlculntccl 
Source: Bureau of Labor StalfaUcs. 


Quarterly Changes at Annual Rates in Real Wage Measures 
In the Private Nonfarm Economy, 1974 - 75 



Source: Department of Labor, Bureau ol Labor Stalislics 
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percent vs. 7.0 percent. Negotiated wage increases were smaller in the 
second qinarter, with the average first year increase of 9.8 percent in 
major collective bargaining settlements (those covering 1000 worker.s 
or more) down from the i^rior quarter's 12.5 percent, This decline was 
due largely to the fact that the first quarter figure reflected substantial 
first-year settlements for large numbers of workers in the petroleum 
refining and railroad industries. The average negotiated increase over 
the life of the contract rose in the second quarter to 8.3 percent from 
the prior quarter’s figure of 7.7 percent. The size of average settlements 
was the same as the previous quarter for contracts with escalator 
clauses and slightly smaller for those contracts without escalation (the 
higher figure for all settlements resulted from a change in the relative 
proportions of workers under the two types of contracts). These figures 
do not reflect the postal settlement reached in July. 


Major Collective Bargaining Settlements, 1971—Second Quarter 197B 


Cntestory 

1971 

1972 

1073 

1974 

1076 1D76 

IstQiiarter 2nd Quarter 

Ail settlements 

First year settlement 
(%) . 

11.6 

7.3 

6.8 

0.8 

12.6 

9.8 

Average over contract 
{%)* . 

8.1 

6.4 

6.1 

7.3 

7.7 

8.8 

Number of workers (mil¬ 
lions) . 

4.0 

2.4 

6.3 

6.1 

0.6 

0.6 

Settlements with escalator 
clauses 

First year aottlement 
(%) . 

12.9 

7.9 

6.7 

9.6 

13.3 

11.2 

Average over conti'act 
(%)'*■ . 

7.1 

6.7 

4.9 

6.1 

6.9 

6.9 

Number of workers (mil¬ 
lions) . 

2.0 

0.4 

2.0 

3,0 

0.4 

0.1 

Sottlement.s w/o escalator 
clauses 

First year settlement 
(%) . 

10.3 

7.2 

6.8 

10.2 

11.1 

9'.6 

Average over contract 
(%)’=■ . 

9.2 

6.B 

6.3 

9.1 

8.8 

8.6 

Number of workers (mil¬ 
lions) . 

2.0 

2.0 

3.3 

2.1 

0,2 

0.6 


"nxcliiilcs incri'fiflcs un<lcr cusl-of-Hvine clauses, 
Siniivi!: Ilurouii of I.niHii’ Statistics. 


Settlements in the important contract construction industry were 
the largest factor in the second quarter bargaining results. These set¬ 
tlements varied widely among trades and geographical regions—being 
lower for the more basic trades (such as carpenters, masons, and labor¬ 
ers) and in the Northeast (5-6 percent) and higher for tlie specialty 
trades (plumbers and electricians) and on the West Coast (12-15 
percent). 
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Productivity and Unit Labor Costs 

Labor productivity for the private economy rose at an annual rate 
of 4.3 percent in the second quarter’—the first gain in a year and the 
first substantial gain since 1973. Output increased 1.5 percent and hours 
declined by 2.8 percent to produce the overall increase in productivity. 
The gain in productivity was even greater for the private non-farm 
sector, where it increased at an annual I’ate of 6.8 percent—the first 
advance in two years. Manufacturing productivity was unchanged from 
the first quarter—a substantial improvement on the 7.9 percent decline 
over the prior quarter that reflects improving economic conditions; as 
output ends its precipitous drop and begins to grow again, productivity 
in manufacturing can be expected to rise. 

Quarterly Changes at Annual Rates in Productivity 
and Unit Labor Costs, 1974 • 75 




74 74 75 '75 

Source: Deparlmenl of Labor, Bureau of Labor SlaUslics 


The improvement in productivity performance together with a 
slowing in the growth of hourly compensation combined to produce a 
big improvement in the behavior of unit labor costs over the prior 
quarter. These costs had increased at an annual rate of 10.7 percent for 
the private economy and 11.4 percent for the private non-farm sector 
in the first quarter; the corresponding rates of increase in the second 
quarter were 3.3 percent and 1.9 percent respectively. Unit labor costs 
in manufacturing rose at an 8.9 percent annual rate, but even this was 
a great improvement from the 23.6 percent rate of the first quarter. 

Because of the deep recession productivity in the private economy 
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Changes in Productivity and Unit Labor Costs, 1971-1975 


Seasonally Adjusted Quarterly 

Mcnsiirc Percent ChanecDurini; Year Change at Annual Rate 


197! 1972 1973 1974 4th.l974 I8t-197B 2nd-197B 


Output per manhour 

Private economy. 3.9 3.6 2.6 —2,6 —5.1 0.0 4,3 

Private nonfarm. 3.7 3.7 2.3 —2,8 —3.4 —1.8 6.8 

Manufacturing . 6.7 6.6 6,6 0.8 —1,0 —7.9 0,0 

Unit labor costs 

Private economy. 2.6 2.5 6.0 11.8 14.4 10.7 3.3 

Private nonfarm. 2.8 2,4 4,9 12.0 13.3 11.4 1.9 

Manufacturing . 0.1 —0.1 1.6 8.6 16.0 23.6 8.8 


Source: Bureau of Labor Statistics. 


declined in 1974 for the first time since BLS began measuring it in 
1947, and its recovery will have much to do with long-term economic 
prospects—since the ability to increase real productivity determines an 
economy’s capacity to translate increased money wages into either 
.higher real wages or higher costs and prices over the long run. 

Outlook for the Second Half 

Our last quarterly report suggested that the increase in the CPI 
for calendar year 1975 would be toward the lower end of a 7-10 percent 
range; while that still seems likely, events of the past three month.s 
have not made it any more certain. 

The tuj'naround in the WPI and the slightly faster rate of increase 
in the CPI in the second quarter were attributable to higher prices for 
food and energy, as prices of other commodities and of .services in- 
crea.sed leas than in the first quarter. The .same uncertainties continue 
concerning food and energy prices. Recent favorable crop forecasts for 
major grains were made before the c/feets of drought in some parts of 
the Midwest could be n-ssessed. and of course future Russian grain pur¬ 
chases remain hanging over the market. The movement of fuel prices 
for the rest of the year will depend on what happens to the price of 
“old” domestically produced oil if controls lapse, and' to the price of 
imported oil when the OPEC meets in October. Gains in productivity 
are favorable indicators that unit labor costs may be jiutting leas up¬ 
ward pressure on prices, but the apparent tendency of large industries 
such as aUimimim and autos to attempt to pass along coat increases 
despite soft demand could jeopardize the prospects for both price sta¬ 
bility and economic recovery. 

The United States is now one of four industrialized countries that 
lia.s managed to got its innation out of the double digii range according 
to Organization for Economic Cooperation and Development figures— 
(the U.S, figure for the twelve months ending in June was 9.3 jjercent, 
and for Die first half of this year the CPI rose at an annual rate of G.fi 
percent'), Unless the worst alternative scenarios occur for food and 
energy jirices the increase for all of 197.5 should stay safely below 10 
percent. 
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APPENDIX A 


The Council on Wage and Price Stability Act, 

Public Law 93-387 (August 24, 1974) as amended 
by Public Law 94-78 (August 9, 1975) 

AN ACT 

To authorize the establishment of a Council on Wage and 
Price Stability 

Be it enacted by the Senate and House of Repre¬ 
sentatives of the United States of America in Congress 
assembled, That this Act may be cited as the "Council on 
Wage and Price Stability Act". 

Sec. 2 (a) The President is authorized to estab,- 
lish, within the Executive Office of the President, a 
Council on Wage and Price Stability (hereinafter referred 
to as the "Council"). 

(b) The Council shall consist of eight members 
appointed by the President and four adviser-members also 
appointed by the President. 

(c) There shall be a Director of the Council who 
shall be appointed by the President by and with the advice 
and consent of the Senate. The Director shall be compen¬ 
sated at the rate prescribed for level IV of the Executive 
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Schedule by section 5315 of title 5, United States Code., 

The Director of the Council shall perform such functions 
as the President or the Chairman of the Council may pre¬ 
scribe. The Deputy Director shall perform such functions 
as the Chairman or the Director of the Council may pre¬ 
scribe. 

(d) The Director of the Council may employ and 
fix the compensation of such officers and employees, inolud 
ing attorneys, as are necessary to perform the functions 

of the Council at rates not to exceed the highest rate for 
grade 15 of the General Schedule under section 5332 of 
title 5, United States Code. Except that the Director, 
with the approval of the Chairman may, without regard to 
the provisions of title 5, United States Code, relating 
to appointments in the competitive service, appoint and 
fix the compensation of not to exceed five positions at 
the rates provided for grades 16, 17, and 18 of such 
General Schedule, to carry out the functions of the Coun¬ 
cil. 

(e) The Director of the Council may employ 
experts, expert witnesses, and consultants in accordance 
with the provisions of section 3109 of title 5, United 
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States Code, and compensate them at rates not in excess 
of the maximum daily rate prescribed for grade 18 of the 
General Schedule under section 5332 of title 5, United 
States Code. 

(f) The Director of the Council may, with 
their consent, utili 2 e the services, personnel, equip¬ 
ment, and facilities of Federal, State, regional, and 
local public agencies and instrumentalities, with or with¬ 
out reimbursement therefor, and may transfer funds made 
available pursuant to this Act to Federal, State, regional, 
and local public agencies and instrumentalities as reim¬ 
bursement for utilization of such services, personnel, 
equipment, and facilities. 

(g) The Council shall have the authority, for 
any purpose related to this Act, to — 

(1) require periodic reports for the sub¬ 
mission of information maintained in the ordinary 
course of business; and 

(2) issue subpenas signed by the Chairman 
or the Director for the attendance and testimony 
of witnesses and the production of relevant 
books, papers, and other documents, only to 
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entities whose annual gross revenues are in 
excess of $5,000,000; 


relating to wages, costs, productivity, prices, sales, 
profits, imports, and exports by product line or by such 
other categories as the Council may prescribe. The Coun¬ 
cil shall have the authority to administer oaths to wit¬ 
nesses. Witnesses summoned under the provisions of this 
section shall be paid the same fees and mileage as are 
paid to witnesses in the courts of the United States, In 
case of refusal to obey a subpena served upon any person 
under the provisions of this section, the Council may 
request the Attorney General to seek the aid of the United 
States district court for any district in which such per¬ 
son is found, to compel that person, after notice, to 
appear and give testimony, or to appear and produce docu¬ 
ments before the Council. 

Sec. 3 (a) The Council shall — 

(1) review and analyze industrial capacity, 
demand, supply, and the effect of economic concen¬ 
tration and anticompetitive practices, and supply 
in various sectors of the economy, working with 
the industrial groups concerned and appropriate 
governmental agencies to encourage price restraint; 
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(2) work with labor and management in the 
various sectors of the economy having special 
economic problems, as well as with appropriate 
government agencies, to improve the structure 
of collective bargaining and the performance of 
those sectors in restraining prices; 

(3) improve wage and price data bases for 
the various sectors of the economy to improve 
collective bargaining and encourage price 
restraint; 

(4) conduct public hearings necessary to 
provide for public scrutiny of inflationary 
problems in various sectors of the economy; 

(5) focus attention on the need to in¬ 
crease productivity in both the public and 
private sectors of the economy; 

(6) monitor the economy as a whole by 
acquiring as appropriate, reports on wages, 
costs, productivity, prices, sales, profits, 
imports, and exports; 

(7) review and appraise the various pro¬ 
grams, policies, and activities of the depart¬ 
ments and agencies of the United States for 
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the purpose of determining the extent to which 
those programs and activities are contributing 
to inflation; and 

(8) intervene and otherwise participate on 
its own behalf in rulemaking, ratemaking/ licen¬ 
sing and other proceedings before any of the 
departments and agencies of the United States, 
in order to present its views as to the infla¬ 
tionary impact that might result from the 
possible outcomes of such proceedings. 

(b) Nothing in this Act, (1) authorizes the 
continuation, imposition, or reimposition of any manda¬ 
tory economic controls with respect to prices, rents, 
wages, salaries, corporate dividends, or any similar 
transfers, or (2) affects the authority conferred by the 
Emergency Petroleum Allocation Act of 1973. 

Sec. 4 {a} Any department or agency of the United 
States which collects, generates, or otherwise prepares 
or maintains data or Information pertaining to the economy 
or any sector of the economy shall, upon the request of 
the Chairman of the Council, make that data or information 
available to the Council. 
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(b) Disclosure of information obtained by the 
Council from sources other than Federal/ State, or local 
government agencies and departments shall be in accord¬ 
ance with the provisions of section 552 of title 5, 

United States Code. 

(c) Disclosure by the Council of information 
obtained from a Federal, State, or local agency or depart¬ 
ment must be in accord with section 552 of title 5, United 
States Code, and all the applicable rules of practice and 
procedure of the agency or department from which the 
information was obtained. 

(d) Disclosure by a member or any employee of 
the Council of the confidential information as defined in 
section 1905 of title 18, United States Code, shall be a 
violation of the criminal code as stated therein. 

(e) Consistent with the provisions of section 
7213 of the Internal Revenue Code of 1954, nothing in 
this Act shall be construed as providing for or authoriz¬ 
ing any Federal agency to divulge or to make known to 
the Council the amount or source of income, profits, 
losses, expenditures, or any particular thereof, set 
forth or disclosed solely in any income return, or to 
permit any income tax return filed pursuant to the provisions 
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o£,Siiliternal Revenue Code of 1954, thereof, to be seen 

or examined by the Council. 

(f)(1) Product line or other category informa- 

tlon relating to an individual firm or person and 
obtained under aeotion 2(g) shall be considered as 
confidential financial information under section 552 
(b) (4) of title 5 of the United States Code and shall 

not be disclosed by the Council. 

(2) Periodic reports obtained by the Council 
under section 2(g) and copies thereof which are 
retained by the reporting firm or person shall be 

immune from legal process. 

Sec. 5. The Council shall report to the Presi¬ 
dent, and through him to the Congress, from time to time, 
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f(ndina8, and recommendations 
inflation and the 




y authorized to be appro- 

priated not to exceed 51 , 700,000 for each fiscal year 
ending prior to October 1, 1977 to carry out the purposes 

of this Act. 

Sec. 7. The authority granted by this Act termr 
nates on September 30, 1977. 
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Membership of the 
Council on Wage and Price Stability 


APPENDIX B 


Chairman 


Deputy Chairman 


Director 


William E. Simon 
Secretary of the Treasury 

L. William Seidman 
Assistant to the President 
for Economic Affairs 

Michael H. Moskow 


Members 

Secretary of Agriculture 

Secretary of Commerce 

Secretary of Labor 

Director of the Office of Management 
and Budget 

Special Representative for Trade 
Negotiations 

Special Assistant to the President for 
Consumer Affairs 


Earl L. Butz 
Rogers C.B. Morton 
John T, Dunlop 

James T. Lynn 

Frederick B. Dent 

•Virginia H. Knauer 


Adviser Members'* 

Assistant Secretary (Planning and Evalua¬ 
tion), Department of Health, Educa- 

tion and Welfare William A. Morrill 

Assistant Attorney General 

Antitrust Division Thomas Kauper 

Deputy Secretary of Transportation John W. Barnum 

*No adviser member successor to Michael Moskow has been named 
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